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PROCEEDI NGS

DR. WLENSKY: W're going to start. This is our
first neeting, abbreviated though it is, when we have new
conmi ssioners present. | want to take an opportunity to
publicly wel cone them Maybe they can just put their hands
up as | nention their nanmes; Carol Raphael, Floyd Loop, Mary
Wakefield, and Bea Braun. W're delighted to have you as
part of the MedPAC group.

As people in the audience may know, this is a
meeting which we did |ast year as well, although there had
not been very much of a history of having these types of
nmeet i ngs.

VWhat we want to do is just briefly go through and
tal k about sonme of the areas that we are planning to focus
on in our work for the com ng year starting in Septenber.

It is a prelimnary cut based on discussion of work that we
are obligated to do because of statute, or which is ongoing.

But we use a day or a day and-a-half period in June to talk
about sone of the issues that we would like to give higher
priority to, to the extent that we can, during the course of
t he year.

| think we all understand, particularly people who
have experienced this process before, that whatever our
pl ans or thoughts for a work agenda, it will be subject to
change dependi ng on what happens in the Congress. W are
here as an advi sory conm ssion to the Congress and to the
extent that issues change, and that makes us believe we
ought to change our focus, or to the extent that Congress
specifically asks us to |look at issues, we will make sone
nodi fications in the work plan as we go along during the
year .

When we neet in June it gives the conm ssioners a
period to tal k about sone of the issues they would
particularly like to see pursued, and to do so outside of
the normal crush of work that goes on in each of the regular
sessions that we have during the year. And we thought it
appropriate to share with you the areas in which we were
pl anning to give sone additional work, at |east as of now.



" mgoing to have sonme summary di scussion to

i ndicate the areas where we had designated priority section.

" mgoing to see whether the staff who have been i nvol ved,
if they're here, can help review the bidding, so to speak,
interms of where we had regarded the issues of priority
because of statute or because of ongoing work. It is, of
course, atine that 1'd |like sonme of the conm ssioners to
indicate their views about why they think these areas are
particularly inportant or why we need to focus in sone areas
rat her than others.

The other thing that we would |ike to share with
you, because we continue to have sone discussion primarily
in ternms of bringing our new nenbers up to speed on the
conversations that had gone on during the year, and
continuing sonme of the consideration of the options at hand,
i's our discussion on graduate nedi cal education. W are not
quite at the point yet where we are making firm
recommendat i ons.

There will be a neeting in July, | believe July
15th, which will be a recommendati ons neeting. But we
t hought it was also inportant to share sone of the
di scussion that went on bringing our new conm ssioners up to
the issues that we had considered during the |ast few
sessi ons where our views have begun to crystallize on
graduate nmedi cal education. Again, this is a neeting in
whi ch any changes in thinking that you wish to raise or that
conme about fromthis neeting i s, obviously, now part of what
will go forward and into our July session where we will nake

sone, | hope, final recomendations in order to neet our
August deadl i ne.

|"mgoing to go through just sone -- |I'mnot sure
we'll go through all of them because | do want to nake sure

that we have tinme for graduate nedi cal education. But 1'd
like to tal k about sonme of the nmajor areas that we focused
on yesterday. Let ne turn to the sunmary page on
Medi car e+Choi ce for the conm ssioners, if you have your
not ebooks with you, to tal k about sone of these issues.
DR. ROSS: Let ne just take a nonment to discuss
briefly the broad organi zati on of our work on
Medi car e+Choi ce and then give comm ssioners a chance to
comment or reiterate the kinds of things we tal ked about.
We brought basically a group of topics to the
commi ssioners for consideration and the three that | think
caught the attention of the group at a broad |evel, a major
heading level, if you will, are issues pertaining to base
paynment rates, issues pertaining to risk selection and risk
adj ustnment, and issues pertaining to plan participation,
benefits, and enrol |l ment changes.



Under the base paynent rates, | guess the general
organi zing thene that we have tried to look at is to try and
get an idea of paynent adequacy and paynent rates in
different areas, and to | ook at what's going on with the
changes we now have where we have a situation that a nunber
of counties are at the floor, sone are now in the blend,
sone are in the m nimum update range, and we're starting to
get trends where there's a divergence between Pl us-Choice
paynment rates and fee-for-service spending. W want to | ook
at that.

W want to nonitor what's happening, see if we can
link it to participation by plans and | ook at enroll nment by
beneficiaries. W're interested also in |ooking at the
variation in fee-for-service spending across counties and to
see how that conpares and how that feeds into the
differences that we're seeing wth the Pl us-Choice paynent
rates.

Laid over top of this, of course, is the risk
sel ecti on proposal that HCFA has announced affecting rates
begi nni ng January 1. O course, that's going to be phased
in, 10 percent in the first year, 30 percent in the second
year, and rising thereafter. W hope to do additional work
to ook at the inpacts of that risk adjustnment, to work with
encounter data fromplans and try and get a better sense of
what the inpacts will be, and of course, to nonitor as it's
going on in the field.

| guess additionally we will nonitoring and
anal yzi ng devel opnents as they occur overall. Cboviously,
the next inportant date for Medicare+Choice plans is July
1st with the filing of the benefit and prem um packages.
We' Il be looking closely at that to see what happens in
terms of plan participation. Are there withdrawals, as many
have clainmed there will be a significant nunber of
w t hdrawal s? We will see when the first -- we won't see on
July 1st but | hope we will see shortly thereafter, and try
and get a sense of what's going on with that.

s it happening in particul ar geographic areas?

Is it nore widely dispersed? And try and get a sense, as we
did last year, of is there as story you can tell about why
it's occurring?

Last year we noted in our report that we thought
that the plan withdrawal s were not solely related to changes
in paynment rates but in fact reflected a whole | ot of other
devel opments that were going on, including what was
happening with plans' commercial |ines of business. W wll
have to do a simlar kind of assessnment this year as the
Pl us- Choi ce program begins to get rolled out.

| don't know that | want to go into specifics.

"1l just stop there.



DR. WLENSKY: That's fine. There are two areas
specifically I thought I would nmention. Again, if any of
the comm ssioners want to comment either on research plans
that we tal ked about or ideas that you may have had since
yesterday or Monday as we rai se sone of these issues.

As Murray indicated, we're particularly interested
in nonitoring any change that continues to occur with plan
avai lability and enrol |l nent and disenrollnent. So we are
going to be doing sone analysis of |ooking at the
rel ati onshi ps of disenrollnment and enroll ment with various
factors, including sone of the information that's avail abl e
fromthe CAHPS disenroll nment service | ooking at consuner
satisfaction as an issue, and obviously | ooking at the
obvi ous financial relationships as they exist.

There is a recently-conpl eted GAO report that
| ooked at disenrollnent as of |ast year -- 1998
di senroll nment -- and comented or attenpted to assess how
much of the disenrollnment is attributable to financi al
factors that are part of the Medicare programor part of
busi ness rel ati onshi ps, and al so assess sonet hi ng about the
nunmber of new entrants. This clearly remains a very
i nportant issue for the seniors and for the Congress, and
it'"s within those type of activities that we plan to focus
attention.

However, we've also indicated an interest |ooking
at the base paynent |evel and going back to review sone of
the work ProPAC had done several years earlier |ooking at
different spending in fee-for-service Medicare and to see
whet her or not we can reasonably nake sonme updates in that
analysis. A lot of what is going on nowis a reflection of
base paynment changes throughout the country in ternms of the
underlying traditional Medicare paynment subject to the
various floors and caps. So doing sonme anal ysis on those
base variation paynents is inportant.

ProPAC had done sone very interesting work three
or four years ago and we've asked Julian and ot hers who have
been involved in that activity if they can go back and see
whet her or not it may be possible to take another | ook now
several years later. So it's an inportant supplenentary
i ssue that was raised in the whol e discussion of setting
Medi car e+Choi ce rates

DR. LONG | just wanted to nmention that in
addition to plan participation, to the extent possible we
al so wanted to nonitor changes in benefit packages.

DR W LENSKY: Janet ?



MS. NEWPORT: Just a general statenment. | think
that the scope of work is the right direction, and | think
now t hat we have the ability to neasure what the inpact of
t he Bal anced Budget Act is in operational ternms as opposed
to theoretical terns that this will be an inportant area of
study for the Conm ssion.

DR. WLENSKY: | neglected, in going around to
i ntroduce our new comm ssioners, to indicate that we al so
have a new deputy director. 1'd like to make sure everyone

knows that Lu Zawi stowich is with us now as a deputy
director. Many of you know her from her previous roles at
the Health Care Financing Adm nistration, as do I fromthat
role. So welconme to this neeting.

Any other comments that people want to raise with
regard to sone of the issues on Medi care+Choice?

We had tal ked about | ooking at sone issues with
regard to base paynent rates for the PACE program | think
that's raised a nore general issue of trying to have sone
focus on dual eligibility rather than focusing strictly on
PACE per se, or even PACE and Evercare and social HM3s.
We'll, as we go through the course of the sumer, try to see
whether it will be possible for us to give a focus on this
i ssue which we have not been doing in our past two reports,
or at least not to the extent that the predecessor
conmm ssi ons had done.

As |'ve said, what happens after we have a session
where we lay out our wish list of all the things we would
like staff to |look at during the next work year is sone
hard, cold reality setting in to assess what we'd |ike and
what we're likely to be able to do, especially if we are
going to | eave sonme anount of resources aside for unintended
or unanticipated requests that will cone up during the year.

But that's an area that conm ssioners as a whol e had raised
as one of real inportance to them

If there are no further questions or further
comments with regard to Medicare+Choice |'mgoing to turn to
the Part B services workplan. Kevin, if you can cone join
us, pull up a next chair near Judy or Alice.

We al so appreciate the forbearance of our guests,
our public attendees in terns of finding us and dealing with
both a smaller roomand the unavailability of m crophones.
We had thought to have this session down on Capitol H Il but
obvi ously had sone trouble securing the roomthat we thought
we had set aside for this neeting. So we'll just ask you to
make do as we will.



Kevin, do you want to review the issues as best
you can in ternms of the areas of focus and priority that we
cane up with, particularly the blend of those things that we
have to do by statutory directive and those that we've
i ndicated an interest in pursuing?

MR. HAYES: Sure. W approached Part B services,
as you m ght expect, recognizing that we're tal king here
about a range of services that includes physician services
as well as those services provided in hospital outpatient
departnents, anbul atory surgical centers. This category of
services al so includes durable nedical equipnent, paynent
for outpatient dialysis services, anbul ance services, and so
on.

We took into consideration the work that had been
done by this comm ssion so far in these different areas as
well as work that had been conducted by the predecessor
comm ssions. W also recogni zed that others, |ike the
General Accounting Ofice, and so on had addressed a nunber
of issues in these areas. W settled upon several
priorities for the comng year as far as the Conm ssion's
wor k goes, work that would be done in preparation for
putting together the Comm ssion's March 2000 report.

| think | have fairly conplete notes about the
priorities that were di scussed by the Conm ssion, but if
ot hers have nore detailed information that | have, please
speak up

One area that we want to pay attention to has to
do with the idea of paynent policy consistency. W
recogni ze that paynent rates for simlar services provided
in different sites, physicians' offices, hospital outpatient
departnents, and anbul atory surgical centers, differ
al ready, kind of at baseline | guess we m ght say. W also
recogni ze that the nechani sns for updating those paynent
rates differ as well.

So we'd be looking at different ways to try and
bri ng about sone nore consistency in Medicare' s paynent
policy to avoid creation of incentives that m ght otherw se
gui de the delivery of care in favor of one setting versus
anot her .

We al so anticipate in the area of physician
paynment policy that we will be seeing proposals fromthe
Heal th Care Financing Adm nistration in the near future on
paynments for physicians' professional liability expenses, so
we have in mnd sone work there to prepare for review and
preparati on of comments on HCFA' s proposal.



O her work with respect to physician paynent
policy wll be conducted as part of our nornal course of
operations. W' ||l be nonitoring changes in physician
paynment rates and use of services to help informthe
Comm ssi on about meki ng recommendations with respect to the
sustainable gromh rate systemthat is used to update
physi ci an paynment rates.

Scanning over the list here, we also will continue
to do the work we've been doing with respect to hospital
out pati ent departnents and nonitoring HCFA's efforts to
i npl ement a prospective paynent systemin that area. W
al so want to continue the work that the Conmm ssion has
started with respect to outpatient dialysis services and
explore alternatives to the conposite rate that's currently
used to pay dialysis facilities.

O her work, of course, will continue in the area
of anmbul atory surgical centers, and that's pretty nmuch it
think. Does that pretty nmuch sunmarize it?

DR. WLENSKY: Yes. Any comments that people
woul d i ke to make about areas either that you think that we
are not covering adequately or would like to talk about
i ssues that were of particular concern to you in this area?

Wth the possible exception of the outpatient
di al ysis where we've been trying to put additional effort,
this really, | think, has followed pretty much our past
strategies of responding to the issues as reflected in the
relative value scal e changes as they've been introduced. So
maki ng sure that we discuss issues with regard to the
practice expense and with regard to the professional
l[tability, the sustainable gromh rate issues that we've had
with regard to that growh rate.

W did give alittle bit of tine, and if the
opportunity arises we can share, an issue that we raised
| ast year when we had our public neeting. That is sone
concern about the fact that the different ways that we go
about maki ng updates in the physician area vis-a-vis what we
do in the hospital sector.
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Maybe, Jack, when we tal k about hospitals you can
rai se sone of the issues that we've tal ked about in terns of
trying to | ook at these cross-cutting issues with the
differences in the fundanental philosophy that is used for
the hospital, which is nore of a bottom up, conponent by
conponent assessnent of appropriate factors for change
| eadi ng to whatever that provides as a conposite anal ysis
versus what we do with regard to the Part B and particularly
t he physician sector where we nmake recommendati ons, but
basically it's a top-down strategy in terns of the
sustai nable gromh rate where it's tied to a gromh rate,
either GDP or GDP-rel ated, rather than |ooking at the
conponent factors and allow ng themto go up

So this is an issue that we've raised in the past.

We had sone nore di scussion yesterday about that.

DR. KEMPER And the risk paynent is a third one
that takes still a different tack.

DR. W LENSKY: Any other issues you want to have
rai sed?

Thank you.

An area that we tal ked about in some detail,
because it was a very inportant part of our general nmandate
wWth regard to assessing any changes in access, but our
particul ar enphasis during this |last year's report on
quality, was reflected in the discussions we've had on
quality. Beth, why don't you review where we ended up in
terms of the areas of focus?

M5. DOCTEUR: Staff put forward a nunber of
proposed projects for research and analytic work relating to
access and quality. Mst of this work would be geared
toward our June report to Congress in the comng year. The
proposed research agenda i ncludes work both relating to
program w de i ssues and sector-specific issues, and |']|
briefly review the projects that comm ssioners expressed the
nost interest in pursuing for the com ng year.

The Comm ssion is required to nonitor access to
care, specifically to report on the Secretary's report to
Congress on access to care. Wrk that the Comm ssion is
interested in pursuing over the comng year will include
evaluating barriers to access that are perceived by Mdicare
beneficiaries, using the Medicare current beneficiary
survey.

We'l|l also be nonitoring trends in use of
services, to the extent that that can help us say sonething
about evaluating access to care. And we'll be hoping to

| ook at specific services and to nove down fromthe
aggregate level in hopes that that can hel p us understand
access a little better.
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Also very closely related to nonitoring access to
care will be the work on | ooking at beneficiaries' financial
l[iability. The Conm ssion will be evaluating trends in out-
of - pocket spending and al so exam ni ng options for reducing
financial hardship in areas where hardshi ps are found.

On the quality front, Comm ssion has expressed
sone interest in continuing its work that it began this past
year in looking at the quality of care for beneficiaries
with end stage renal disease. Specifically, we'll be
| ooking at the existing quality assurance systemfor
dialysis care, and al so assessing practice patterns for ESRD
care, and evaluating the effect of Medicare's paynent
policies on technol ogi cal innovation and change.

The Comm ssion is interested in |ooking at quality
of care at the end of |ife, again as it has done these past
two years now. Wrk proposed for the com ng year wll
i nclude sone enpirical analysis to | ook at patterns of care.

The Comm ssion's work on structuring and fostering
i nfornmed beneficiary choice wll continue this year. The
plans at this point are to nonitor the kickoff of a national
Medi care education programwhich is schedul ed to begin
nationw de this fall, and also to anal yze sonme data fromthe
1997 Medi care current beneficiary survey that |ooked at --
there was a special battery that | ooked at beneficiaries
know edge and i nformation needs.

The Comm ssion will begin a new project this year
to ook at quality assurance and inprovenent for post-acute

care. We'll begin with a literature review on what we know
about the technical quality of care in various post-acute
settings. W' Ill also review and assess various quality

measurenent, sone of the new quality neasurenent systens and
i nprovenent systens that HCFA has devel oped, using the
framework for analysis that we put forward in our June
report to Congress this year.

Anot her new i ssue that the Comm ssion is
interested in pursuing is the question of health data and
informati on systens that are needed to support Medicare
program adm ni stration. The Conm ssion plans to assess how
Medi care's data reporting requirenents m ght be nade nore
effective and efficient to neet the diverse needs for
vari ous program adm nistration functions, including quality
assurance, but al so paynent and ot her types of functions.

Anot her area that we're interested in taking a
|l ook at this year is a question of enforcenent of Medicare's
qual ity standards and ot her types of programrequirenents.
We plan to | ook at the survey process and also to explore
i ssues relating to deened status for plans, accredited
provi ders and pl ans.
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A coupl e of other areas that the Comm ssion w ||
be doing a little bit of work in are the quality inprovenent
system for managed care. W'Il|l continue to nonitor
i npl enentation of that program and also to keep an eye
specifically on the issue whether or not QSM C i s adaptabl e
to various types of plan structures, including PPGCs, where
those plans are interested in participating in the program

Finally, the Comm ssion will review recent changes
to the peer review organi zations' scope of work and | ook at
new prograns |ike the paynent error prevention program and
consi der these devel opnents in the context of previous work
and previous responsibilities of the PROCs.

DR. W LENSKY: Thank you very much. | think that
was a good reflection of where we ended up.

In discussing the issues of quality of care there
were several areas that we thought were inportant but have
deci ded not to focus on, primarily because we feel that
there are other groups that are concentrating on these
i ssues and that they are not really our relative specialty
of area. | wanted to nention a couple so that you not think
that we didn't think they were equally inportant, but just
deci ded that our val ue-added contri bution ought to be
focused in the areas where we had worked and where we
believe there is not adequate work going on that we're aware
of . That includes issues |ike evidence-based nedicine, and
| ooki ng at di sease nmanagenent, and case nanagenent, and sone
ot her issues of that nature.

There were, particularly in this area, a nunber of
pl aces where there was strong interest and a belief that
there were areas that were very inportant that we are not
focusing on, although it may conme up in passing in terns of
sonme of our reports. But it really was on trying to focus
where we had sone conparative advantage rel ative to other
gr oups.

DR. LAVE: | just wanted to nmention another area
that we had explicitly discussed and deci ded not to work on,
only because one of the comm ssioners is not here and he
probably woul d have spoken to this. That is the area of the
beneficiaries' role in ensuring health and quality of care;
anot her area that we thought was extraordinarily inportant
but that we were not the group to put a |ot of enphasis on
that unless it cane to specific paynent issues, naking
avai | abl e maybe certain types of benefits, at which point we
woul d address the issue again.

M5. RAPHAEL: | think another issue that we
t hought was a challenge in this area and really cuts across
others is howto get nore tinely data, and how to get data
that would still be credible and valid although nore tinely.
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DR. W LENSKY: Wen we get to the discussion on
hospitals | think this -- we are still struggling wwth this
issue and it's an area where, Jack can review our thinking
to date, but it is one where all of us are concerned that we
know that we're in the mdst of a |lot of change. | think
Janet nmentioned that we are interested in making sonme
assessnments of the effects of the Bal anced Budget Act.

t hink everybody in this roomprobably is interested in
having a better assessnent of the Bal anced Budget Act.

We are all struggling under the problens posed by
untinmely data. |It's an issue that is causing great
frustration to nmenbers of Congress. They are being pressed
to make changes in the Bal anced Budget Act. They have asked
MedPAC, comm ssioners and staff for advice. W are able to
provi de an assessnment with the limted information that we
have avail able, but we are frequently working with pre-BBA
information and data and very limted post-BBA data. So
this is an issue that we will take up, but it has cone up in
this area in terns of access and inpact on seniors, and it
has conme up in all the other areas.

DR. WAKEFI ELD: Beth, if | could just ask you a
qui ck question. Can you rem nd ne whether or not health
data and information systens, that particular focus, does
the scope of work around that issue include an assessnent of
t he burden of conpliance with data requirenents? Pardon ne
if you stated it and | mssed it.

M5. DOCTEUR: | think so, particularly to the
extent that we can | ook at data requirenents for, for
exanpl e, Medicaid or other progranms and see to the extent to
whi ch those are conparable or not conparable, and the extent
to which there's duplicative requirements that m ght be
alleviated in sonme way through better standardization.

DR. W LENSKY: Thank you. Any additiona
coment s?

Scott?

MR. HARRISON: In the area of post-acute care
there were a few cross-site issues that you were going to
look at. One is to begin |looking at how to set up update
systens. Previously, the Conmm ssion hasn't had to think
about them because they've been cost-based systens. Now
that they've noved to PPS we want to | ook and see how such
framewor ks m ght conpare to the hospitals, howthey fit
wi thin the hospital framework, and to think about the
di fferences between the types of services and the paynent
systens and figure out how we're going to want to approach
updat es.
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We al so plan on building a database to | ook at
patterns of services across the different sites of post-
acute care, sort of episode type files, and that can be
useful on several fronts. One of the fronts that we m ght
use it for would be to start |ooking at perhaps how bundling
post-acute care m ght worKk.

Anot her thene that came up was | ooking at what
HCFA' s efforts will be on nonitoring the use of post-acute
care. Again, this is a data problemwhere it takes so | ong
for the utilization data to cone in. W want to | ook and
see if HCFA has got ways of meking it conme in faster and
havi ng perhaps ways of |ooking at it other than just
utilization data.

Moving to sonme of the specific sectors. In
skilled nursing facilities, obviously there's been a | ot of
di scussi on about the PPS systemthis year. W expect that
we'd revisit that. There's been congressional interest in
| ooking at the effects that the system has had, and we've
made past recommendations that perhaps the case m x m ght
need to be adj ust ed.

In the rehab facilities area we're expecting a
Secretary's rule proposal for PPS to conme out in winter or
spring. Depending on the timng of that, if we could get
our comments on that into the March report we woul d, but
it's possible that it will extend past that.

In Cctober we're expecting the Secretary's
proposal for home health PPS and we woul d be comenting on
that. Depending on how that process goes we may or may nhot
i nvest any nore resources in |ooking at what's happened
under the |PS.

DR. W LENSKY: W can indicate we had sone
skeptici sm about whether this rule was going to show up on
tinme, although as late as the end of |ast week we were
assured by HCFA that it indeed was going to be there on
tine.

MR HARRISON: In long termhospitals we're al so
expecting a rule in October and we woul d expect to respond
to that.

Then perhaps the last wild card would be the
out patient therapy caps. W suspect that there could
possi bly be sone congressional action. |If there is, we
would ook at that. |If there isn't, then we mght also do
sone work on evaluating therapy caps.
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DR. WLENSKY: | don't know whether any of the
comm ssioners would like to comment. This area, as Scott
i ndi cated, was one of the ones, in addition to the hospital
di scussion, where we focused the nost tinme and attention on
the cross-cutting i ssues because of our concern that simlar
services are sonetines provided across different sites.

They have very different paynent rules associated with those
sites, and sone of the problens that m ght arise when you
pay for simlar services differently according to the site
where they occur.

It's an issue that we've raised in principle for
the last two years, and we're hoping we can begin to try to
devel op sone framework about how to think about these issues
so that we can have sone operational results in ternms of how
we woul d reduce that inconsistency.

DR ROSS: | just want to follow up on that
general statenment. You can view our post-acute care work as
sort of fitting into two streans. There's a nmandatory
stream where we're going to be sonmewhat reactive, given that
the Secretary has a whole list of reports in her lap at the
nmonment that are supposed to be com ng out over the next
year, and we will react to each of those in turn as we're
mandated to do.

Then i n thinking about paynent updates, but in
fact sort of the |arger question is how ought we to pay for
post-acute care? That's the discretionary work that MedPAC
is going to be pursuing, that will feed off the episode
dat abase that we're going to create and think about even in
the short run how do we update paynent rates and foll ow up
fromthere.

So the discretionary work, if you will, that we're
doing is this broader question of paynent across settings,
and the mandatory kinds of work that we have to do wll be
reacting to events as they devel op from HCFA.

DR. W LENSKY: Thank you

Jack?

MR. ASHBY: Let ne say first that our work in the
hospital area also has two primary thrusts, and one is
| ooki ng at Medicare inpatient paynent policies, and second

i s assessnent of hospital financial performance. |n that
|atter area, of course, we do, by all neans, need to go
beyond the inpatient sector. Ildeally, we would consider

financial performance relative to all of the services that
are provided under the Medicare program but this would
primarily be for outpatient, home health, and SNF, al ong
with the inpatient services.
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|'"d like to just go over a half dozen or so of the
primary areas that we will be focusing on this year. The
first one, which Gail has already introduced, is the update.

We t hought that this would be the year to take a critica
| ook at the nodel we have been using for crafting our
i npati ent update.

That issue begins with the one that Gail nentions,
and that is that on the physician side we have the SGR W
have not hing along those lines on the hospital inpatient
side or in any other sectors. That's really an issue of
have we view the SGR If it's an indicator of what society
can afford it may very well be applicable to other services.

We have tended to think thus far that it's nore in
terms of a signal, if you will, of whether volune is too
high or too low. In that respect, it may be | ess applicable
to the inpatient side in the sense that the criteria
governi ng nedi cal necessity are a little nore concrete. But
we w il think through that.

But the update issue goes well beyond that issue.

We have had a lot of difficulty, I think we all have to
acknowl edge, with the update nodel that we've been using.
Wil e on the one hand the eight factors in that nodel are
all highly relevant, cost-influencing factors, but we do
have difficulty in the sense that sone of them particularly
the productivity factor that we had such di scussi on about
the |l ast couple of years, are very difficult to neasure, and
also the fact that there's overlap wwth each other. So we
may want to rethink how we're doing that.

There's also the continuing interest in the site
of care substitution issue, which has been a major driver of
both hospital costs and paynents in recent years. W wll
be doi ng sone epi sode-based analysis to get at that issue.
But we m ght also consider the possibility of rebasing
paynments as a way to deal with this outside of the update
f ramewor k.

But even that doesn't go to the end of the issues,
because of course, in today's environnment that bunps agai nst
anot her concern, and that is basically affordability. G ven
t he paynent provisions that have gone into effect for
hospi tal outpatient, honme health, and SNF servi ces one m ght
ri ght away question whether this is the tinme for rebasing.

But that does suggest another possible strategy |
think the Comm ssion will be taking a hard | ook at, and
that's the possibility of sone cross-cutting paynent
adj ustnments. The obvious relationship is between inpatient
and outpatient services where our inpatient margin has
reached 17 percent for 1997 while the outpatient margin is
or is soon to be below mnus 20 percent. So sone relative
adj ust nrent m ght be consi dered.
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You coul d say the sane about hone health and SNF
i ssues except that there is the obvious conplication there
that we have both hospital -based and i ndependent facilities,
soit's alittle bit difficult to narrow in on the hospital
servi ces al one.

Then following this is the expanded transfer
policy. That will be an issue that we wll focus on this
year. W have the prospect of expanding that policy from
the 10 DRGs that it was originally designed for to all DRGs.

W will want to look at that possibility.

But we really also sinply want to franme the issue
here and consi der the advantages and di sadvant ages of the
transfer policy in ternms of site of care substitution
relative to the update. Those two strategies for dealing
with the issue have very different distributional inpacts,
in addition to paynent adequacy inpacts, and we're going to
want to take a hard | ook at that.

Then there is capital. W expect capital paynents
to have a little bit higher profile this year because we are
in the tenth year of a transition towards prospective
paynent on the capital side. Wen we have fully prospective
rates for both operating and capital paynents we will want
to take a | ook at how paynents ought to be coordi nated,
particularly with respect to the possibility of a unified
updat e recomrendati on

In the disproportionate share area, as everyone
knows, the Conm ssion the |last two years has nade a set of
recommendations for restructuring the disproportionate share
adjustnent. So the heavy work is done here, but we are
expecting the Secretary to report out this year on their
recommendations for the disproportionate share and we wl|
comment on that.

But we al so are doing an anal ysis that | ooks at
DSH fundi ng; funding for the proposal that we have al ready
put on the table. The key issue here is that we felt that
t he same paynent fornula should apply to all PPS hospitals,
whereas in the past there was a much hi gher standard for
eligibility for rural and also small, bel ow 100-bed urban
hospi tal s.

When one does that, applies the same formula, it
woul d i ndeed bring about a rather substantial shift of
di sproportionate share nonies fromurban to rural hospitals.

In light of all of the other BBA provisions and the |ike,
there's sone question of whether that's realistic for |arge,
urban hospitals. So there's the possibility of bringing in
new noney to fund the expansion into rural areas. There's
the possibility of evening out the distribution so that it's
not all taken away from urban DSH hospitals but perhaps from
all hospitals. So we'll |ook at sonme options there.
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Then there's the area of the inpact of BBA  Qur
mai n thrust here will be to expand the inpatient margins
wor k that we have done for a nunber of years to fill out the
ot her conponents of Medicare services. W would |ike to see
our margin expanded to have six conponents: inpatient,
out patient, the excluded units, hone health, SNF, and bad
debts, which cone into play for the first time this year.

This will be a cost report-based margi n, of course
and it will give us the capacity to continue to |look at the
i ndi vidual policy areas, but also to sweep themtogether and
| ook at the conbi ned i npact of BBA provisions on paynents
Medi care nakes to hospitals.

We're going to have light enphasis, if you wll,
on forecasting out to 2002. That's a very iffy proposition,
but we certainly will want to focus in on the inpact of the
first year of BBA, FY '98, and wth clai ns-based anal ysis
for perhaps the first six nonths of FY '99.

Then one | ast area of enphasis. W have recently
awarded a contract to Chi ps Consulting of Colunbia, Muryland
to expand the payers' analysis work that we have been doi ng
for a nunber of years. This is basically -- the goal here
is two-fold. First of all, let nme back up and say that our
payers' analysis in the past has | ooked at paynents relative
to the costliest of care for the various payers, primarily
Medi care, Medicaid, and the private sector.

The difficulty in the hospital arena here is that
each of those payer-specific nunbers is an amal gam of the
i npatient, outpatient, hone health, and SNF services, and
given the m x changes over tinme, it's difficult to analyze
those results. And they have further been conplicated by
the fact that we have an unknown m x of fee-for-service and
managed care paynents, particularly in our Medicaid colum,
but also in the private sector col um.

So for the hospital work we are | ooking to break
t hose out and be able to, for the first tinme, have
information to conpare rel ative paynents between nmanaged
care and fee-for-service and between and anong the three
payer groups.

W are also going to attenpt to extend the node
to i ndependent hone heal th agenci es and i ndependent skilled
nursing facilities, and al so physician practices, or froma
practical perspective, probably group practices. That wll
be the only organi zations able to provide the data.
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Much of the study though has a feasibility study
feel about it. We're not really sure exactly what it wll
prove possible to do, but we will attenpt to apply the ful
nodel in each of these sectors and we will take it as far as
we feel that we can generate reasonable data. Wen we reach
a point where it |looks infeasible, we will stop in that
sector.

DR. WLENSKY: | want to nmake sure there are a
couple of areas that the public is aware that we're going to
focus on within this broad array that Jack outlined, because
| think they will have sone clear, overarching significance
to the work we've done in the past.

The first is, as Jack nentioned early on, we're
going to use this year as a particularly appropriate time to
step back and rethink how we have | ooked at hospital
financial status. W're doing it because the work we do now
for the Congress in recomendi ng updates has changed because
of the fact that it is in statute. So that our role has
been to assess whether the BBA rate of increase appears
appropriate. W will continue to do that as we have done
this year.

But given that the focus of our efforts have
changed in the five-year period, the first five years of
BBA, and because there is so much change going on, and
because the outpatient is now noving to prospective paynent,
it seemed particularly appropriate to rethink whether the
framewor k that we have been using in reconmendi ng updates is
the best framework for the future. W my end up saying
that, yes, this is the best framework to try to parse out
t he individual factors.

But there is a lot of concern, as Jack indicated,
that focusing on inpatient margi ns when outpatient margins
may be very different, and where sone hospitals wll have
i nvol venent with nursing hones and hone health and others do
not, may have too nuch of a silo effect to give us the best
gui dance for what nmakes sense in terns of update factors.

Not that we are looking at this as being margin
driven, but the recognition that what is going on in terns
of the inpact of the Bal anced Budget Act changes and ot her
areas in the health care environnent will have an effect on
whet her or not seniors are able to continue receiving
services fromthe hospitals and the hospital -rel ated
facilities. W need to have the best way we can to | ook at
the effects of Medicare as opposed to other changes going on
in the health care environnent.
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So this will be a different kind of effort than we
have engaged in the past. But we will do it sinultaneously
with having sone of the very specific recomendati ons,
what ever franework we use to arrive there, also available to
t he Congress.

" m going to see whet her anyone would like to

of fer any comments. But Jack, 1'd also like you to wal k us
t hrough sone of the discussion we had yesterday about how to
try to get tinely data. | think it's inportant for people

to understand what the problemis. That there has been, in
the past, sonme length of tinme between when events occur and
when we get data. There is a particular problem now because
sone of the past datasets are no | onger available. There's
sone hope for the future because of sone new activities

goi ng on.

And then there's an interest in the Conm ssion
about seeing whether we can junp-start sone kind of early
i ndi cator or projection basis, subject to refinenent and
reconciliation when audited nunbers are available. This is
sonething | think the comm ssioners felt strongly about, but
| think it's also inportant that we have this as part of the
public discussion.

MR. ASHBY: (Okay. The basic problem here for the
hospital arena specifically is that the two primary datasets
t hat have driven our analytical work over the years, the
Medi care cost reports and the AHA annual survey, are both on
a roughly two-year turnaround cycle. And the way things
have been noving in the last couple of years, tw years just
seens |like a |longer period than ever.

We have found ourselves this year where we're
generating 1997 data that show a financial performance peak,
if youwll, at the very tine that everyone's talking about
the inpact of the BBA and we are left with two entirely
different pictures, and we don't want to contribute to that
probl em

But we also in the past have nmade maj or use of the
AHA panel survey, which was a nonthly survey that had about
a four-nonth turnaround. Four nonths is a terrific
opportunity to |l ook at recent trends and we made great use
of that, both in terns of general nonitoring and as part of
sone of our anal yses supporting the update.
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The AHA nmade the decision this last year to stop
t he panel survey, and they have plans to replace it with a
differently-structured survey that | have to say | think has
great possibilities for the future. This would be a
conbi ned effort of the AHA and the Col orado Hospit al
Associ ation. The systemis known as Dat abank and when fully
i npl enented, first of all, it will not be on a sanple basis.

It is organi zed around state hospitals, adm nistered
t hrough state hospital associations. So we will end up with
a sanple of states as opposed to a sanple of individual
hospi tal s.

But since the states are conming on rapidly we can
foresee the point two, three, four years down the |ine when
nost of the states are participating and we will view it as
close to a universe dataset that would be very useful. It
al so has payer-specific information in it which the panel
survey did not in the past and that represents a significant
i nprovenent .

So basically, we could reach the point years down
the Iine where we have perhaps even | ess than a four-nonth
turnaround, perhaps as small as a two-nonth turnaround,
because this is a web-based system-- could have on as smal
as a two-nmonth turnaround all of the payer-specific
information that we had had previously fromthe annual
survey on a two-year turnaround. So | think there are lots
of good possibilities there.

The problemis that in the short run we, at the
monment, have nothing. And this is a critical year to go
into our decision-making in the fall and winter with no
information on what's happening in 1999, a very critical
year and relatively little information in what happened in
1998.

So the Comm ssion was interested in the
possibility of we, the Comm ssion, and possibly the Health
Care Financing Adm nistration as well, and possibly jointly
with the AHA, doing sonething at |east as a transition work
for the next year, two years, three years. |It's unclear how
long it would take -- that would recreate the kind of
information that we used to get fromthe panel survey.

There are a set of 2,000 hospitals out there for one thing
that are used to this regularly reporting and it m ght be
possi ble to put sonmething together that would at |east tide
us over.
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And we woul d hol d open the question how long it
needs to go on and whether it needs to continue indefinitely
and in parallel. Hopefully, the answer would be no, that we
woul d sooner or later reach the point where we have a system
we're all confortable with. But we would just sinply hold
that in abeyance. So we're going to be looking into that in
t he near future.

To be hel pful, that needs to be a this-year

activity. It can't be sonething that takes a year to get
organi zed. That woul d defeat the purpose.
DR. WLENSKY: | just want to enphasize the sense

of urgency that | have felt as a result of sone of the

di scussion | had in the Finance Commttee hearing and
exchange | ast week, and other discussions |'ve had with
representatives of the hospital industry, and I know ot her
commi ssioners as well, that we need to find an interimway
to know where we're going.

In the end, many of the decisions may well| be nmade
on a political basis, but it is unfortunate to not be able
to see the effects of legislation and be able to at | east
make reconmendati ons based on the enpirical changes that are
going on right now So we are going to try to have a change
in place, if we can figure out howto do that, working with
HCFA and anyone else to try to get us through this
transition period so that we can nmake nore tinely
recommendations. Understanding that it will not be perfect
data, but better than having two-year-old data.

DR. LAVE: This is on a different topic but it's
related to hospital paynent.

DR. KEMPER. Before you do that, | just wanted to
underscore what's been inplicit here that while the AHA data
collection change is particularly to hospitals, this issue
of tinmely data is not unique to hospitals. It's across the
board in al nost every area, where we'd |like to know nore
about what's happening as a result of the BBA but don't.

DR. WLENSKY: And the issue with regard to hone
care and skilled nursing facilities has gotten a | ot of
press lately and there are at |east the problens of data.
Sonetinmes there's additional problenms of not having clinical
i nformati on about the patients that are being served, or
detailed informati on about the services that are being
provided that conplicate it even nore so.
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One of the reasons that we are focusing on the
hospital area even nore than the others -- but Peter is
correct, our concern is across the board -- is the fact that
it represents a |lot of noney, and also that the work has
progressed a little farther in this area in ternms of the
data collection issues. So we're hoping that it may be
possible to junp-start this first. But we are as concerned
about hone care and skilled nursing facilities and ot her
post -acute and ot her areas of Medicare.

MR. ASHBY: Let nme just comment that if the
contract that we're tal king about works out the way that we

hope that it will, we will have better information for
i ndependent SNFs and hone healths than we've had in the past
two for 1998. But that's still not the level of tinely data

that I know you would really like us to have, but it would
be a step forward.

DR. LAVE: | just wanted to point out that there
actually is a large initiative in hospital paynent that Jack
did not talk about, and that is related to the work on
refining the DRGs and refining the systemthat is used to
assign the weight to those DRGs. It's inportant, | think,
overall for hospital paynent and it is sonething that the
predecessor conm ssion was working on and the current
commi ssion is taking up.

This is a segue into the next topic. It is also
inportant, and in conjunction with sone of the
recommendations that we're making on GVE, but it is not
necessarily tied to the GVE work.

DR. W LENSKY: Any other conmments that people
woul d i ke to make on this discussion area?

We'll see howit actually turns out. | think it
is a very exciting array of issues, in part because it's
st eppi ng back and rel ooking at ways that we have done things
which is appropriate and healthy to do fromtine to tine.

So we'll look forward to seeing how this progresses during
t he year.

We're going to turn to graduate nedi cal educati on,
but before we do that 1'd like to offer this as a public
coment period if anyone has any comrent about the work we
have outlined for the other areas.
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MR. CALLEN: Mark Callen, Health Care Association
of New York State. Wth all of the efforts related to data
| just wanted to suggest that with the Adm nistrative
Sinplification Act that was passed by Congress a few years
ago there's going to be sone substantial changes com ng up
over the next few years, new provider |Ds, payer |Ds,
el ectroni c standards for subm ssion of clains. | think that
it would be worthwhile for MedPAC to just stay abreast of
either potential disruptions in the flow and access of data,
but al so potential opportunities in perhaps once this is al
done, greater availability, greater accessibility of data.

Secondly, | would just like to respectfully
suggest that in your expansion of your exam nation of the
BBA i npact on the various areas wthin the hospitals and
your margins analysis that you al so include graduate nedi cal
education as an area that you | ook at paynents and costs.

DR. W LENSKY: Thank you. The reason, | assuned
obviously that we have not heard it is that we were saving
that for the |l ast session because we have a report due in
August. Comment has been nmade that in our recent reports we
have been silent on graduate nedical education. | would
have thought | had made this conment enough tinmes that it
woul d sound |ike a broken record, but let nme nmake it again.

The reason there was not a chapter on graduate
medi cal education in our March report or in our June report
i s because we have been directed to produce an August report
to the Congress on graduate nedical education, and we were
not prejudging where we would be in that area. That is
where we are going to turn now to our discussion on sone of
the principles and the review of where we have been in terns
of prem ses and assunptions and a | ook at howto go forward
with this in order to get us ready for our August report.

MR. LISK: Thank you. As the Comm ssion di scussed
over sone past neetings and al so yesterday, the Comm ssion's
approach is based on a set of principles about program
policies and prem ses about how our world works in our
mar ket econony. There are basically three areas within the
graduat e nedi cal education report that the Comm ssion is
| ooking at in ternms of what Congress asked us to | ook at.

One is basically paynent policies, and nore
specifically Medicare paynent policies.

O hers include workforce, and even nore
specifically for this comm ssion is what should Medicare
policy play in the workforce arena?
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Then a third area is what's due -- about the
financing of other socially useful activities that teaching
hospitals are involved with, and other providers in the
educati on system are involved with, such as research and
devel opnent and provi ded unconpensated care as exanpl es of
t hose.

What | want to go over now though is also the
overriding principle in terns of the nunber one principle
that the Conm ssion discussed, is Medicare policies should
pronote access to high quality care for Mdicare
beneficiaries. This was a principle that was part of
Chapter 1 in the Comm ssion's March report.

Now when we think about the GVE arena there are
three prem ses. And prem ses are sort of facts that the
Comm ssi on has di scussed. One is the cost of training is
borne by the resident in the formof |ower wages. A second
is that costs are in fact higher in teaching hospitals. And
third is that the costs are higher because the care in
teachi ng hospitals incorporate product differences that add
val ue for Medi care beneficiaries.

|"msorry, | skipped over one of the other
principles that cones after the first overriding principle,
and that's Medicare paynent should be consistent with an
efficient provider's margi nal cost for producing high
quality care. Again, that is setting the stage for how we
| ook at QVE.

But as | tal ked about those three prem ses we |ead
toathird principle, and it could al so be considered a
possi bl e recommendation. That is, patient care paynents
shoul d reflect product differences of value to Medicare
beneficiaries in the settings where residents and ot her
training takes place.

The type of product differences we tal k about here
include, in terns of the involvenent of residents in patient
care delivery, is the greater oversight and revi ew of
patient care in those settings, is one exanple, the nore
advanced technol ogy bei ng produced in teaching hospitals and
ot her settings, and the nore advanced procedures that m ght
be conducted there.

There's al so an aspect that's nore of the
characteristics of the patients in those settings too that
we have to take account for, and that's the greater severity
of patients that may be seen in sone of these settings.
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A fourth principle that we discussed though is
al so the broad social problens related to access to care
cannot and shoul d not be necessarily addressed by Medicare.

Sonme exanpl es of these would include, in terns of supply of
facilities or supply of practitioners in a particular area,
for instance. [It's not specifically a Medicare issue. It
may be considered a broader federal governnment issue, but
not a Medi care paynent policy issue.

This | eads to another principle that the
Comm ssi on di scussed, and that really nmeans -- taking these
into account really nmeans that workforce policies generally
shoul d be separate from Medi care patient care paynent
pol i ci es.

This al so | eads though to, in thinking about
Medi care's own paynent system that Medicare though should
not provide financial incentives for training of residents.

| f we think about this too then, in terns of how Medicare
policies are involved in this whole system is that Medicare
paynment policies should seek to avoid creating market
di stortions that inappropriately affect health care
wor kf orce. That includes the supply, the mx, and the
geographic distribution of practitioners.

So when we think about Medicare paynent policy as
well as a part of that, we can think of another principle
which is that the influence of resident counts in
determ ni ng hospital paynents should be reduced. That may
al so be considered as, in part, a recomendati on.

But in terms of how the current Medicare paynent
system works, we're paying based on basically resident
counts in sonme way. So there is an inherent incentive
potentially there for hospitals to have as many residents as
they want. Now there are caps now in place that put an
upper bound on that, but the current paynent systemstil
encour ages hospitals to have as many as they can have
potentially up to the cap if you pay based on per-resident
anount s.

Recogni zing all this too though, in terns of how
paynment policy m ght change with reconmendati ons the
Comm ssion m ght make and if there woul d be nmajor
distributive effects, there's another principle that if
possi bl e shoul d not have major shifts in Medicare paynent
rates fromone year to the next. So that is a principle of
transition in these paynent policies.
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Finally, on the level of principles, and this is
one al so that the Comm ssion di scussed that they thought
should be up front in a way, is that a recognition --
actually, this is a fourth premse -- is that a conpetitive
mar ket will not adequately support certain types of
activities provided by teaching hospitals and ot her
hospitals and even other types of facilities, such as
unconpensated care, and research and devel opnment for new
technol ogi es, the introduction of new surgical techniques
and those types of things.

So that's the basic discussion in terns of the
overarching principles and prem ses that the Conm ssion
di scussed, and that |eads to sone potential consideration of
recommendations. | don't know if you want to stop there.

DR. WLENSKY: Let me try to set the stage,
because | think it's inportant that the comm ssioners want
to tal k about sonme of the issues. Let nme try to summarize
as | have heard both as you have restated it and what's gone
on in these past neetings.

VWhat we have been struggling with, which those of
you who have followed these di scussions have struggled wth
us, is howto try to set a framework for thinking about
t hese issues. And where we have cone down is on a couple of
ways to view what it is we're trying to do and to
differentiate the role that Medicare as a specific program
financing services for seniors ought to take as opposed to
other roles that may be appropriate for the federal
government or for governnment as a whole but that don't
relate to the fundanental role of Medicare, which is to
finance high quality services for seniors.

Wthin that context, to think about those issues
whi ch we thought were fundanentally gernmane to making sure
that seniors have access to these high quality services and
ot her issues that are perfectly appropriate topics for
di scussi on because they may be public goods, because they
may i npact issues that the governnment or the Congress has
indicated are inportant, but that we don't distinguish as
bei ng appropriate to the Medicare program per se.
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VWhat we focused on is the issue that there are
observabl e cost differences in providing health care
services to certain individuals, particularly those
associated with training and education, and that we believe,
al t hough we have di scussed sone of the difficulties of
actually trying to quantify sonme of these differences, that
they are not just cost differences, but they are cost
di fferences associated with having a service that the
Congress has indicated is inportant that seniors not get
shut off fromand that we al so believe provide sone rea
val ue added in ternms of the kind of services that are
avai |l abl e.

That neans if seniors are going to have these type
of services avail able, we have to nake sone kind of
conpensati ng paynent differences, otherwi se the fact is they
are not likely to have themavailable. It's within that
context that we've tried to think about making paynents that
conpensate for the differences that having sone of these
training prograns available, either as training or as
education or sonme conbi nation, nmake on providing these
services available and to think about the paynent within
that concept rather than try to distinguish the various
concepts that have been raised in the past.

To the extent that we are confortabl e thinking
about this as a franework and to say there are other issues
i ke sonme workforce issues that are legitimate areas for the
federal government to think about but that are not directly
germane to the Medicare programinsofar as that affects the
accessibility of high quality services for seniors, that
those are issues that ought to be dealt wth by the federal
government to the extent the federal governnent regards it
as inportant, and in fact recognizing that there actually
are places already designated to deal with such issues such
as the Bureau of Health Manpower, COGQVE, as a specific
conmi ssion, et cetera.

To focus on both the philosophy, and then to talk
about how one would actually go about estimating what this
would nean in terns of paynents. Then al so talking about
what do we nean in terns of the distribution of paynents.
And as |'ve recalled sonme of our discussions, to recognize
sonetinmes it's because we haven't done a very good job, or
as good a job as we would like to do in recognizing the cost
of providing services to people who show up in academ c
institutions.
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So we have tal ked about, and | think it's already
cone up in Jack's discussion of hospitals -- | guess Judy
raised this point -- that part of what we would like to see
happen is that we woul d have greater direct recognition that
severity of illness appears -- we think is greater in
academ c health centers. At least it is conventional w sdom
that it is greater in academ c health centers. And that we
woul d be able to do a better job if we can refine the DRG
system so that we better neasure differences in severity of
illness rather than try to find sone auxiliary type of
paynment systemthat nore or |ess proxies these differences.

So as part of our work on understanding that if we
don't differentiate the paynent systemvery well we will not
be able to fulfill the primary m ssion of making sure that
seniors have access to high quality health care, that we're
going to try to push forward on this other front.

So to do things that we may have | ooked to ot her
paynments, |ike graduate nedi cal education or other special
paynments, to see whether we can't make the primary paynent
system better than it has been in the past, but to continue
focusing on this notion of trying to conpensate for
different cost structures that are also associated with
val ue added or high value services, and to use that to try
to nmove us forward both in setting up the general principles
for a series of recommendati ons about how this woul d affect
paynents to teaching institutions, wherever they be.

| npati ent has obviously been the focus on
attention in the past but this is a principle that certainly
ext ends beyond an inpatient hospital setting. And to think
about what it would take enpirically to try to neasure what
these differences are and then to begin operationally
i npl enmenting such a system for change.

This comm ssion and its two predecessors
comm ssi ons have been very sensitive to the inpact of change
on institutions and individual providers. So although we
will deal with this when we actually | ook at specific

recommendati ons which we'll discuss in sonme detail in our
July setting, we have al ready discussed the fact that
what ever we're tal king about, we will |ook at phase-ins and

how to basically nove fromwhere we are to another system
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But ny sense as we have tried to bring our new
conmmi ssioners into this discussion is that we are continui ng
to feel confortable that thinking about paynents in this
framework is a way that we can nove forward and find
consensus recommendations to nmake to the Congress about
those things that we think are Medicare-specific, those
things that we think are appropriate areas for the federal
government to consider but not Medicare-specific, and how to
t hi nk about the paynents primarily as reflecting cost
di fferences associated wi th val ue-added services or high
val ue services that if they are not conpensated for are
unlikely to be available to the public.

So ny sense is that we are continuing down that
path and that having had a chance to bring out new
conmi ssioners into this discussion, which certainly took us
along time as the older conm ssioners to get there, that we
are continuing on this track.

Wth that, let ne see whether | can open up
di scussion if people want to nmake any further coments.

This will be the primary, if not the entire focus of our
July nmeeting. How to try to get fromthese framework
principles, assessnents, to | ooking at specific wordi ngs of
recommendati ons and text around the reconmendati ons and be
able to be sure we really understand exactly what's goi ng on
in ternms of this way of | ooking at that.

DR. NEWHOUSE: | mght take this chance to respond
to aletter we received fromthe American Acadeny of Famly
Physicians that | think reflects a m sconception, and
because ot her people may share this | think it's worth
sayi ng sonet hi ng.

As Craig and Gail said, we are of the view that
the resident bears the cost of training in the formof a
| ower salary or wage, and therefore the higher cost of
teaching institutions that appear on the Mdi care cost
report are not reflecting the cost of training, or not
attributable to training. Now the acadeny says, in this
view that education is viewed nerely as a byproduct of the
resident's patient care responsibilities, and goes on to
say, we do not believe that education is a free byproduct of
servi ces.

Well, we don't believe that either. For exanple,
it would be howto think of how a director of graduate
nmedi cal education's salary could be anything other than a
cost of training. W just believe that that cost is, in
effect, covered by the difference between what the val ue of
services is that the residents provide and what the resident
is paid, and therefore, does not show up as a higher cost on
the cost report. It's a matter of accounting.
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In fact, the acadeny goes on to say sonething that
t he Conm ssion --

DR. W LENSKY: Wi ch acadeny?

DR. NEWHOUSE: The Acadeny of Fam |y Physi ci ans
goes on to say sonething we agree with, which is they say,
in their view, we need policies that separate the needs of
Medi care beneficiaries for services fromthe needs of the
country for a superb physician workforce. | think that's
where we al so have cone out.

DR. W LENSKY: Again, we have tried to
differentiate that there are issues with regard to workforce
and distribution that the governnent fromtinme to tinme has
tried to deal with and we are not nmaking -- at this point at
| east we are not planning on making specific recomendations
as to how the government ought to think about this, but to
make clear that there are either existing or could be new
entities appointed to specifically |ook at these issues.

VWhat we think is very inportant for this
comm ssion and for Medicare to do is to nmake sure that there
are paynents recogni zing cost differences associated with
services that we want to nake sure are avail able to our
seni or popul ation and that we structure a set of paynents
recogni zing that there appear to be neasurabl e cost
differences that we think are associated with a differenti al
service. And that that will lead us to try to go ahead and
descri be how we woul d esti mate what these paynents shoul d be
and what it woul d suggest about the distribution.

Qoviously, there is sonme question as to how far we
will be able to get in terns of August of a directive of
specifically how you woul d make this paynent estination.

But to the extent that we continue to be confortable, can
cone up with a series of specific recomendations rel ating
to this follow ng our July neeting and subject to an August
report, we will continue down that path so that in the fal
or as part of our ongoing March paynent reports we will now
be able to say, given how we have laid out the framework for
| ooking at this and the recommendati ons about what we woul d
do, these are the kind of paynent changes that woul d appear
to be appropriate given the nodel for making these changes.

W have identified -- again, | want to assure
people that it has been part of our discussions, although we
have not gotten in any way specific, that we would have sone
type of phase-in or transition period. W can decide how
much attention we as comm ssioners want to give as to the
alternative ways to have phase-ins or whether or not we just
want to make that an inportant part of what we would state
for the changes.
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W wll, obviously, have a | ot of discussion about
t he specific recommendations that we are thinking about
i ncludi ng, but at |least for those of you who have been
foll ow ng these di scussions, we are continuing down the
path, we're refining our thinking a little in terns of what
it means that we should be worrying about and what it neans
that we ought to say is an inportant issue but not a
Medi car e-speci fic issue.

DR. WAKEFI ELD: Just a couple of quick coments.
|'"d like to reiterate a couple of the points that | nade
yesterday related to this topic and then I'I|l personally, as
a new comm ssi oner probably be struggling through between
now and July and then at the July neeting as well. Everyone
el se or nost other people around the table are nuch better
imrersed in this than | am having had the benefit of having
di scussed this for a |onger period of tine.

But | guess a couple of the points I'd want to
make, Craig, is when you were tal king about this and as we
di scussed it yesterday, the criteria that | think we're
starting to coal esce around that need to be nmet are, nunber
one, that there nust be neasurably different costs, and that
secondly, there are inportant differentiated products that
are provided as a result of that patient care. The term
applied mght be better, but that is that the care is better
or that it mght be higher quality, or whatever the termis
that's in play.

You m ght recall yesterday -- and so I'll still be
interested in this July -- that | was wondering then how
those criteria -- and then as a result, those two criteria

met, obviously a paynent adjustnent would then be
considered. So that seens to ne to be the overarching
f ramewor k.

One of the questions, and | would assunme we'll be
di scussing it further in July is, how do those criteria play
out in primary care settings, for exanple. You talked a |ot
yest erday about teaching hospitals. But just to sort of put
nmy placeholder in there, I"malso very interested in know ng
what the application of these principles mght be in non-
teaching settings. That is places where teaching occurs not
just within teaching hospitals. That was one comment.

Secondly, we had very little, because |I think we
ran out of tinme, very little discussion about what that
framewor k m ght mean for non-physician training, which is
part of GVE right now That was sort of an asterisk because
| think we ran out of tinme. But again, | would assune
either this comm ssion has already had a full discussion of
that or that we will be in ternms of how that gets filtered
through these criteria. 1'd be interested in that
di scussion as wel .
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Then the last point for ne is, as you started the
-- | think they were principles as you pitched them |
don't have it right in front of ne, and it m ght have been
one of the first principles that we had di scussed yesterday
was the notion of Medicare policy should pronote access to
qual ity care for Medicare beneficiaries. That's sort of an
over ar chi ng goal

Probably again as a new commi ssioner, | see the
quality care enveloped in that, and that context that |
ticked off just a mnute ago, it's that access part that |'m

personal ly still struggling wwth and 1'Il ook for a

di scussion around that as we go on. That is, | realize what
we' re sayi ng about workforce issues, that we're setting
those issues over here. But | still have concerns about

access to quality care, maybe in ny own orientation to that
concept of accessing high quality care and services,
probably especially because of ny particular interest in
rural health care.

| just want to reiterate sone of those key issues
-- they were key to me anyway -- that |'ve raised over the
| ast couple of days and put them back out on the table, to
say that | would assune that 1'Il be thinking nore about it
and we' || be discussing sone of these issues a little bit
nmore in July.

DR. W LENSKY: Let me just respond to sonething
that you rai sed, because again, it nay be in other people's
mnds as well. W have as a major charge, and sonething
whi ch we take seriously, |ooking at access for seniors. So
this is a general area of concern. Every report for the
period |I've been associated wth either PPRC or MedPAC has
i ncluded a section, and I'mconfident in all of the other
reports with which I was not involved al so had sections on
access.

We | ook at issues with regard to access, and hot
spots, and problens, and to the extent that there are
specific acts of either comm ssion or om ssion by Medicare
and exacerbate those issues that are Medicare specific, we
try to make some conmment about what Medi care coul d be doing
that would aneliorate or change access problens as we know
t hem

Wthin the GVE worl d what we' ve been recogni zi ng
is that to the extent that sonme facilities have hi gher known
costs because of education and training --

DR. NEWHOUSE: O sone associated with that.

DR. WLENSKY: O sonething associated with that,
that if we don't nake sonme correspondi ng adjustnent to the
paynment we wll effectively reduce or shut out access to
t hose types of institutions.
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So we are not trying to think about GVE as a
mechani smfor aneliorating all access problens. But rather,
recogni zing that to the extent that institutions engaging in
this have higher costs, that we need to recognize that in
t he paynent.

That isn't to say that we aren't going to be
concerned about other access issues, although we may have,
as we have in sone earlier PPRC reports, cone to the
concl usion that where we note problens of access in the so-
call ed hot spots areas, sone very selected places, in the
past they have appeared to be general problens about access
to health facilities and personnel period, in general, and
not a reflection of a Medicare-specific problem which to
our mnd has raised the issue that this is not sonething

that Medicare per se is likely to be able to resolve. It's
a broader issue to the extent that the Congress or the
government is willing to take this on as an issue, or at

| east to recognize that this is not a Medicare-specific
access problem It may be a general access problem and that
can lead to a series of steps.

So we're into the issue of access to the extent
there's a reflected cost difference that if we don't
acknowl edge is likely to lead to an access problem And
we're just going to try to separate that because we dea
with these other issues separately. So it's inportant to
make sure we don't forget about raising the other issue.
But | think it's equally inportant that we not put too nuch
on the back of what is already, for us has been a
conplicated issue to deal with

But again, we wll be discussing this in great

detail. We're going to try to see whether this framework
hel ps us. W think thinking about the issue in the way we
just described will allow us as a comm ssion to nmake

recommendat i ons about changes that seem appropriate. W'l
know for sure when we are facing wordi ng for reconmendati ons
and to see whether or not people continue to have confort,
and with the discussion that goes around it. Because again,
right nowwe're only likely to be able to get so far down
the line as to specifically what this would suggest with
regard to paynent changes.

But to the extent we continue to be confortable,
we expect to see changes in the March report, or
recomendati ons for paynent changes to start being
i ntroduced or phased in that would be consistent with the
recommendati ons and principles of our August report. So
it's not going to be the last word by any neans, but it wll
be a different set of recommendations in further reports
then if we don't continue down the direction that we're now

goi ng.
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| think it was useful -- |I'mencouraged. | have
felt this for the last couple of neetings, that there
appears to be devel opi ng consensus goi ng down a particul ar
strategy. Again we'll know for sure when we actually start
wor ki ng on the | anguage and reconmendati ons.

MR LISK: Ddyou want to ne to, in ternms of your
t houghts in terns of the primary care settings?

DR. WAKEFI ELD: Sure, if you will.

MR LISK: It really is -- the two criteria that
we tal k about is higher cost and a different product. So if
we establish that that's occurring in that setting -- and
you may interpret in terns of the extra tine because the
residents involved wth the patient care has nore contact
with a physician in sone sense, or that there's really two
peopl e being involved, you may consider that -- and sone of
that's going to be interpretation in terns of whether that
is a different product or not.

But if you interpret that as a different product
that you feel is worth paying for, that adds value to the
patient care, in that case then it wll be recognized in
those settings, if the costs are higher. Now it has to neet

both -- both criteria needs to be nade. The sane applies
for when we tal ked about non-physician health care
personnel. It's the sanme type of principles are applying
here.

DR. WLENSKY: Right. So again, it's both
criteria: that there is a value added that is being provided
that we want to nmake sure peopl e have avail able, as opposed
to just a cost differential. That's not enough. There has
to be both a neasurable cost differential and sonething that
we think is inportant that gets paid for that's being
provided in those sites that will then lead us to try to
establish what would be an appropriate nmechani sm

Any further comment?

Let me open this up to any comments fromthe
public that people w sh to nake.

[ No response. ]

DR. WLENSKY: GCkay, we will be neeting again July
15th. It will be on our web site precisely where it is and
our starting tinme. Any of you who want to cone, plan on
being there for a | ong neeting.

[ Wher eupon, at 11:23 a.m, neeting was adjourned. ]



